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The Global Leader In Timing Solutions

== ounded in 1976, Integrated Circuit Systems, Inc. is
‘:Ja global leader in the design, development and
marketing of silicon timing devices. ICS serves over 300
international customers in the PC, digital multimedia and
communications sectors. Customers include some of the
top names in their fields: intel, Cisco, IBM, Sony, Nortel
Networks and Microsoft.

Silicon timing devices are integrated circuits that emit
the timing signals required to sequence and synchro-
nize electronic operations. These devices insure that the
information needed by today’s digital electronic devices

is interpreted at the right time and speed. Virtually every

electronic device requires a timing signal and many

require multiple timing solutions. That’s where ICS
enters the picture.

Many of the digital electronic devices you encounter
every day are enabled by timing solutions developed by
Integrated Circuit Systems. Computers, laptops, digital
cameras, DVD players, game consoles, LCD displays—
there’s no end to the number of applications for our sili-
con timing devices. Just as many are applications you may
not interact with directly such as routers, switches, fiber
optics, cable modems and ADSL equipment. All of these
products are also being critically enabled by silicon timing
devices. New applications emerge almost every day and

ICS plans to support them.




Fimancial Highlights

Year Ended
June 29, June 30, July 1, July 3,
2002 2001 2000 1999
(In thousands, except earnings per share data)
Income Statement Data
Revenue : $182,654 $188,298 $165,521 $ 139,063
Gross margin 106,350 116,301 99,398 74,567
Research and development expense 29,239 28,301 24,848 16,808
Pro forma net income (1) 41,930 55,258 41,833 26,549
Pro forma diluted earnings per share () $0.60 $0.79 $0.58 $0.37
Weighted average shares diluted 70,192 69,573 72,149 72,149
Working capital $129,063 $128,036 $ 56,094 $ 26,910
Total assets 276,392 154,117 100,485 87,795
Shareholders’ equity 183,971 139,053 68,920 (106,912)
Number of employees » 512 280 259 246
Revenue per employee $ 357 $ 672 $ 639 $ 565
(1) Pro Forma is derived by removing certain non-recurring acquisition charges from Fiscal 2002, insurance proceeds received from Fiscal
2001 and management fee, interest expense and special charges (net of tax effect) for Fiscal 2000 and Fiscal 1399.

{2) Weighted shares for Fiscal 2000 and prior assume the PO transaction and other stock issuances took place at the beginning of the periods.

Revenue Net Income Per Share 2
(In Millions)
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TIMING SOLUTIONS FOR
THE GLOBAL MARKETPLACE

To Our Sharenolders:s

A TiMe OF RecOVERY

" —iscal year 2002 started in a promising manner for ICS,
:ddespite the collapse of our end markets in the preced-
ing year. PC demand recovered with the seasonal upturn in
the first quarter of fiscal 2002. The consumer digital markets
were slower to recover due to excessive inventory during
much of calendar year 2001 as well as a modest holiday
retail season. Communications end demand continued to
be weak as well.

Notwithstanding, through this general uncertain busi-
ness environment, we are seeing several end markets sta-
bilize and in the case of the PC industry even a limited
recovery is evident. This has enabled the launch of next
generation products, which has driven accelerated pene-
tration of our silicon timing solutions in these end applica-
tions. Reflecting this, and with investment in new
technologies, we have experienced sequential quarterly
revenue growth averaging 17% during fiscal 2002.

During fiscal 2002, our gross margin expanded 260 basis
points from 57.6% in our first quarter to 60.2% in our fourth

quarter. Following this, our net income and earnings per




Quarterly Revenues
(in millions)
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share increased from $8.9 million and $0.13, respectively in
our first quarter of fiscal 2002 to $11.7 million and $0.17 in
our fourth quarter of fiscal 2002.

RIGHT ON TimME

Our future growth potential is driven by several signifi-
cant factors: the increasing complexity of our customers’
end products; the transition from traditionally analog
devices to digital technologies; and the increasing accept-
ance of silicon devices over crystal oscillators as timing
devices of choice.

The overall market for timing devices is huge and growing.
It is currently estimated at $3.0 billion. Within this market,
silicon timing devices is approximately a $600-700 million
market, or only about 20%. Due to a compounding of end
market growth and increased displacement of crystals the
silicon timing device market is expected to grow by 20% per
year over the next several years.

Today ICS designs and markets silicon timing devices pri-
marily to four business end markets: Personal computers, dig-

ital consumer electronics, communications and the military.

Diluted E
$0.25*
$0.22
$0.19
Ql Q@ Q3

arnings Per Share

$0.16* $0.17

$0.15
$0.13  $0.13

Q4 Q1 Q2 Q3 Q4

Fiscal Year 2001

Fiscal Year 2002

*Represents pro forma diluted earnings per share,
pro forma is derived by removing certain non-
recurring acquisition charges from Q3 2002 and
insurance proceeds received from Q2 2001.




WORLDWIDE LEADERSHIP POSITION
" MARKET LEADERSHIP IN PC MOTHERBOARDS

Silicon

e Timing
ICS 67% o Competitors

33%
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Each of these end markets is at a different stage of maturity
in conversion to silicon timing devices. This places us in a
unique position affording us stability in sales in more
matured markets and continued growth in multiple end
markets over an extended time frame.

Our product mix also provides stability and balanced
growth. The revenue breakdown percentages in our key mar-
kets during fiscal 2002 are as follows: 52% from Computing,

9% from Digital Consumer, 24% from Communications and

% from Military.

The PC market is fully converted to silicon timing and gen-
Ates great demand for our timing technology. Advances in
,ﬁerformance and technology have supported a trend
ards increasing silicon timing content in PC systems.

Y digital consumer electronics market, which consists of
ices such as digital set-top boxes, DVD players, game
soles and digital cameras has begun and will over time
tinue to migrate to silicon timing technology. This mar-
along with the communications market offers sustained
g-term annualized growth in consumption of silicon
ks of 20-30%.




lgnt Time and Speed

The continuing displacement of crystal oscillators by sili-
con timing devices across all markets places us in an advan-
tageous position and has helped position us for a quicker

recovery than the industry as a whole. The Company’s busi-

ness model of displacement is proven. As silicon devices
have been replacing crystal oscillators at an increasing
pace, our execution of this model has helped us grow
every quarter during fiscal 2002 despite a shrinking
overall demand for semiconductors.

If there is a need for a reliable, cost effective tim-
ing solution, we have it. If we don’t, we will

develop it in a matter of weeks. Our strategy is

simple. We decide which markets to enter,
focus the necessary resources and develop a
product that meets or exceeds customers’
expectations. We utilize cutting edge design
and we push the envelope in creating uses for
silicon timing devices. Despite the economic
downturn in fiscal year 2002, we continued
with new designs and introduced over 435

new products.




EMERGING DOMINANCE
IN DigiTAL CONSUMER
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A WELL-TIMED ACQUISITION

In January 2002, we announced the acquisition of Micra
Networks Corporation—a supplier of a broad range of
precision timing products for telecommunication and
high-end network servers using surface acoustic wave
(SAW) technology.

The acquisition makes it possible for us to create a new
family of products—frequency translators that are used in
asynchronous communication networks. By broadening our
product and technology offerings we are opening up new
markets. As stated previously, the communications market
presents long-term growth potential for ICS and we believe

our strategy to invest in this market will prove fruitful.

Focusen Over Time

We recognize that what makes our Company strong and
allows it to flourish is that we are more focused than any of
our competitors. We have a lean and proven infrastructure,
which allows us to develop and market our products more
quickly and bring the right products to our customers on a

timely basis.
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RAPID PENETRATION
IN COMMUNICATIONS

o
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In manufacturing we partner with world-class compa-
nies that have the skills and the complex infrastructure

necessary to make our products compete in the global

market place.
Our leadership principles remain unwavering; intel-

ligence and discipline. We do what we say we will

do. We concentrate on being straightforward.

We honor our word and respect the people

we work for and those who work with us.

Our growth strategy will be to focus on

\

developing core silicon timing solutions
and maintaining design leadership. We
will continue to tap new rapidly growing

markets by developing multiple applica-

tion-specific products to meet customers’

1L

-
needs. Growth through selected acquisi- | \ v
tion of technology and recruitment of good '. L =%
people will be aggressively pursued.

"
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If time didn’t exist, our business would not exist. Nor
would we have built a company with almost $200 million in
sales. In fact, as a strategic weapon, time is the equivalent
of productivity, quality, and innovation.

We thank our employees who work so diligently to
make our Company a success, and our shareholders for
their support and confidence in us. We understand the
responsibility we have as a public company to provide
forthright transparent information to our shareholders

and will honor this commitment.

Sincerely,

4

Hock E. Tan
President and Chief Executive Officer

September 23, 2002




Selected Consolidated Financial Data

Five Year Summary
(In thousands, except for per share data)

june 29, June 30, July 1, July 3, June 27,
Year Ended 2002 2001 2000 1999 1998
Consolidated Statement of Operations Data:
Revenue $182,654 $188,298 $ 165,521 $ 139,063 $160,634
Gross margin 106,350 116,301 99,398 74,567 71,775
Research and development 29,239 28,301 24,848 21,316 19,797
Special charges (1) 2,900 — — 15,051 —
Operating income 41,058 66,194 50,946 18,406 32,300
Income (loss) from continuing operations 37,778 56,458 31,370 23,043 21,375
Loss from extraordinary item (2) — — (16,638) — —
Net income (loss) $ 37,778 $ 56,458 $ 14,732 $ 23,043 $ 21,375
Diluted income per share (3) $0.54 $0.81 $0.30 $0.86 $0.96
Weighted average shares
outstanding (diluted) (3) 70,192 69,573 49,871 26,277 22,264
june 29, June 30, July 1, July 3, June 27,
2002 2001 2000 1999 1998
Consolidated Balance Sheet Data:
Working capital $131,850 $128,036 $ 56,094 $ 26,910 $ 65,113
Total assets 273,605 154,117 100,485 87,795 108,009
Long-term debt, less current portion () 28,514 280 835 169,000 1,380
Shareholders' equity (deficit) () 183,971 139,053 68,920 (106,912) 89,768

See accompanying notes to the consolidated financial statements.

1) On January 4, 2002, we acquired Micro Networks Corporation. The acquisition resulted in a charge of $2.9 million related to the write-off of in-
process research and development costs. On May 11, 1999, we merged with ICS Merger Corp., a transitory merger company formed and wholly
owned by the affiliates of Bain Capital Inc. and Bear, Stearns and Company Inc. (the “Equity Investors”). We refer to this event as the recapitaliza-
tion. In connection with the recapitalization, we recorded a compensation charge of $15.1 million related to the accelerated vesting, cash-out and
conversion of employee stock options.

2) Represents an extraordinary charge of $16.6 million (net of tax) relating to (a) prepayment penalty, totaling $3.6 million (net of tax), associated with
the repurchase of the aggregate outstanding principal amount of our senior subordinated notes and (b) the elimination of deferred financing
costs, totaling $7.2 million (net of tax) associated with the repayment of our senior subordinated notes and senior credit facility (c) purchase of
$2.0 million of our senior subordinated notes below par in September 1999, resulting in a gain of $36,000 net of income taxes (d) purchase of $5.0
million of our senior subordinated notes below par in November 1999 resulting in a gain of $134,000 net of income taxes.

3) Diluted income per share and weighted average shares outstanding-diluted have been adjusted to reflect the 1.6942-to-1 common stock-split that
occurred as of the pricing date of the initial public offering for all periods shown.

4) In connection with the recapitalization, we issued $100.0 million in aggregate principal amount of senior subordinated notes in connection with
the recapitalization and entered into a $95.0 million senior credit facility. On May 22, 2000, we completed our initial public offering (IPO) of 12.5

million shares of our common stock. We used the net proceeds of this initial offering to repay our bank debt, close our tender offer for subordinated

notes, and pay the fees and expenses associated with the offering.




Management’s Discussion and Analysis of
Financial Condition and Results of Operations

We design, develop and market silicon timing devices
that emit timing signals used to sequence and synchro-
nize electronic operations to ensure that information is
interpreted at the right time and speed. Our silicon tim-
ing devices are used in computing systems, such as PCs,
workstations, disk drives and printers, as well as in a wide
range of digital consumer products, such as digital set-
top boxes, HDTVs, DVD players, MP3 players, digital
audio and imaging products and video game consoles.
Increasingly, our silicon timing devices are also being
used in products within the communications infrastruc-
ture industry, including Internet backbone, access and
networking equipment, such as optical switches, routers,
cable and DSL modems, servers and storage area net-
works. All digital devices require a timing signal and those
with any degree of complexity require silicon timing
devices to time and synchronize their various operations.
Additionally, we now offer surface acoustic wave (“SAW")
technology to develop high performance products for
optical networking and wireless infrastructure markets.

Prices for our products are predominantly a function of
their position in the product life cycle, design complexity,
competitive environment, the price of alternative solu-
tions such as crystal oscillators and overali market
demand. We recognize revenue upon shipment, and sub-
stantially all of our sales are made on the basis of purchase
orders rather than long-term agreements.

SIGNIFICANT TRANSACTIONS
Acquisition of Micro Networks Corporation

On January 4, 2002 we acquired Micro Networks
Corporation (“MNC") for $77.3 million, net of cash. We
believe that by acquiring MNC we now have access to
technology, that will enhance the performance of our sil-
icon timing products in order to strengthen our position
within existing strategic markets such as servers and stor-
age systems. The purchase price includes $5.7 million in
purchase accounting liabilities related to our preliminary
plan to restructure the activities of the acquired entity. The
results of MNC have been included in the consolidated
financial statements since the acquisition date.

Secondary Public Offering

In May 2001, a secondary offering took place, in which
certain shareholders of the Company sold 11.3 million
shares of our common stock to the public. We did not
receive any of the proceeds from the sale of the shares in
this secondary offering.

Initial Public Offering

On May 22, 2000, we completed our initial public offer-
ing (IPO) of 12.5 million shares of our common stock. We
used the net proceeds of this initial offering to repay our
bank debt, close our tender offer for our subordinated
notes and pay the fees and expenses associated with the
offering and the tender offer.

The Recapitalization

In our May 1999 recapitalization affiliates of Bain
Capital, LLC, an affiliate of Bear Stearns and Co., Inc. and
certain members of management made an aggregate
equity investment in our Company of approximately $50
million as part of agreements to redeem and purchase all
of our outstanding publicly held shares of common stock
and vested options for consideration (including fees and
expenses) totaling $294.4 million.

ANNUAL RESULTS OF OPERATIONS

The following table sets forth statement of operations
line items as a percentage of total revenue for the peri-
ods indicated and should be read in conjunction with the
Consolidated Financial Statements and Notes thereto.
(Expressed as a percentage of total revenue).

june 29, June 30, july1,
Year Ended 2002 2001 2000
Revenue 100.0% 100.0% 100.0%
Gross margin: 58.2 61.8 60.1
Research and
development expense 16.0 15.0 15.0
Selling, general and
administrative expense 18.1 11.6 14.3
Non-recurring special charge 1.6 — -
Operating income 22,5 35.2 30.8
Interest and other income 1.7 1.9 0.7
Interest expense (0.6) 0.1 (10.0)
Income before income taxes
from continuing operations 23.6 37.0 215
Income tax expense 2.9 7.0 2.6
Income from
continuing operations 20.7 30.0 18.9
Extraordinary item — — (10.0)
Net income 20.7%  30.0%  89%




FISCAL YEAR 2002, AS COMPARED TO FISCAL YEAR 2001

Revenue. Total revenue for fiscal year ended june 29,
2002, decreased by $5.6 million to $182.7 million as com-
pared to the previous year. The decrease is primarily due
to the decline in end market demand, which affected
overall revenue and was offset by the acquisition of
Micro Networks Corporation (“MNC”) in the March
quarter. Although we have experienced stabilization in
our average selling prices for the second half of fiscal
year 2002, the average selling price declined 6.8% while
volume increased 4.0%.

Foreign revenue, which includes shipments of inte-
grated circuits to foreign companies as well as offshore
subsidiaries of US multinational companies, was 78.6% of
total revenue for fiscal year 2002 as compared to 71.0% of
total revenue in the prior year. The increase in foreign
revenue as a percentage of total revenue was due to
declining domestic sales as our customers have
responded to tight markets by moving portions of their
manufacturing operations to overseas markets with
lower labor costs and increased European sales due to
the addition of MNC. Certain of our international sales
were to customers in the Pacific Rim, which in turn sold
some of their products to North America, Europe and
other non-Asian markets.

Gross Margin. Cost of sales increased $4.3 million to
$76.3 million for fiscal year 2002, as compared to the prior
year period. Gross margin as a percentage of total rev-
enue was 58.2% for fiscal year 2002 as compared tc 61.8%
in the prior year. The overall decrease in gross margin as
a percentage of revenue is due to product mix. In addition
the non-recurring charge of $1.3 million related to the fair
value adjustment to inventory that was acquired in con-
nection with the acquisition of MNC and scld during fiscal
year 2002 further reduced margins.

Research and Development Expense. Research and
development expense increased $0.9 million to $29.2 mil-
lion for fiscal year 2002 as compared to the prior year. As a
percentage of revenue, research and development
increased to 16.0% as compared to 15.0% in fiscal year
2001. The increase in research and development in dollar
terms is the result of the acquisition of MNC, offset slightly
by the impact of company wide cost saving initiatives.

Selling, General, Administrative and Other. Seliing,
general, administrative and other expense, including
amortization of intangibles and management fees,
increased $11.4 million to $33.2 million for fiscal year 2002
as compared to the prior year period. As a percentage of
total revenue, selling, general, administrative and other
expenses increased to 18.1% of revenue as compared to
11.6% in the prior year period. The increase is attributa-
ble to the purchase of MNC and increased legal fees
associated with certain patent litigation. in addition, due
to a conclusion in certain patent litigation, expenses
related to this litigation were charged against selling, gen-
eral, administrative and other expense. During fiscal year
2001 selling, general, administrative and Other expense
was offset by the receipt of $2.0 million in insurance pro-
ceeds received in relation to litigation charges incurred
during fiscal year 2000. Excluding this litigation-related
item, selling, general, administrative and other expense
had increased as a percentage of revenue to 18.1% in fiscal
year 2002, compared to 12.6% in fiscal year 2001.

In accordance with Statement of Financial Accounting
Standards (“SFAS”) No. 142, “Goodwill and Other
Intangible Assets”, we ceased the amortization of good-
will beginning July 1, 2001. Instead, we will, at least annu-
ally, review the recoverability of goodwill and other
indefinite lived intangible assets. We had $0.2 million in
amortization expense during fiscal year 2007.

In Process Research and Development. In connection
with the acquisition of MNC, we incurred a one-time
charge of $2.9 million for the write-off of in process
research and development during fiscal year 2002.

The value of in-process research and development was
determined by estimating the costs to develop the pur-
chased in-process technology into commercially viable
products, estimating the resulting net cash flows from
such projects and discounting the net cash flows back to
their present value. The discount rate includes a risk-
adjusted discount rate to take into account the uncer-
tainty surrounding the successful development of the
purchased in-process technology.

Operating Income. In dollar terms, operating income
was $41.1 million in fiscal year 2002 compared to $66.2
million in the prior year period. Expressed as a percent-
age of revenue, operating income was 22.5% and 35.2% in
fiscal year 2002 and fiscal year 2001, respectively.




Interest and Other Income. interest and other income
was $3.2 million for fiscal year ended June 29, 2002 and
$3.6 million in the prior year period. Aithough we have a
greater cash balance available for investing, the overall
decrease in federal rates over the past year has affected
our investment income.

Interest Expense. Interest expense was $1.1 million in
fiscal year 2002 and $0.2 million in fiscal year 2001. The
increase in expense is due to the $45.0 million term debt
incurred in order to purchase MNC.

Income Tax Expense. Our effective tax rate was 12.4%
and 18.9% for fiscal years 2002 and 2001, respectively. The
effective tax rate for fiscal years 2002 and 2001 reflects the
tax-exempt status of our Singapore operation, which has
been given pioneer status, or exemption of taxes on non-
passive income for five years. We have filed an extension
for the pioneer status. The tax rate dropped in fiscal year
2002 as we had increased income from our Singapore
facility. We do not currently calculate deferred taxes on
our investment in our Singapore operations, as all undis-
tributed earnings are permanently reinvested back into
the Singapore facility. If we were to record deferred taxes
on our investment, the amount would be a $36.3 million
liability as of June 29, 2002.

FISCAL YEAR 2001, AS COMPARED TO FISCAL YEAR 2000

Revenue. Total revenue for fiscal year ended June 30,
2001, increased by $22.8 million to $188.3 million as com-
pared to the similar period in the previous year. The
13.8% increase is principally attributable to strong
demand for our PC motherboard and digital set-top box
products. The average selling price declined 7.2%, while
the volume increased 22.6%.

Foreign revenue (which includes shipments of inte-
grated circuits to foreign companies as well as offshore
subsidiaries of US multinational companies) was 71.0% of
total revenue for fiscal year 2001 as compared to 70.7% of
total revenue in the prior year period. Certain of our
international sales were to customers in the Pacific Rim,
which in turn sold some of their products to North
America, Europe and other non-Asian markets.

Gross Margin. While total revenues increased $22.8 mil-
fion, cost of sales only increased $5.9 million to $72.0 mil-
lion for fiscal year 2001, as compared to the prior year
period. This was the result of material cost savings in the
manufacturing processes and favorable product mix
trends. Gross margin as a percentage of total revenue
was 61.8% for fiscal year 2007 as cempared to 60.1% in the
prior year period.

12

Research and Development Expense. Research and devel-
opment expense increased $3.5 million to $28.3 million for
fiscal year 2001 as compared to the prior year period. As a
percentage of revenue, research and development
remained flat at 15.0% as compared to fiscal year 2000. The
increase in spending is attributable to our continued expan-
sion into supporting networking, telecommunications,
workstations and server applications.

Selling, General, Administrative and Other. Seiling,
general, administrative and other expense, inciuding
goodwill amortization and management fees, decreased
$1.8 million to $21.8 million for fiscai year 2001 as com-
pared to the prior year period. As a percentage of total
revenue, selling, general and administrative expenses
decreased to 11.6% of revenue as compared to 14.3% in
the prior year period. This decrease is attributable to the
inclusion of a $4.0 million charge incurred in connection
with the settlement of a lawsuit during fiscal year 2000. in
addition, fiscal year 2001 is net of $2.0 million in insurance
proceeds received in relation to this litigation. Excluding
these two litigation-related items, selling, general,
administrative and other expense had increased as a per-
centage of revenue to 12.6% in fiscal year 2001, compared
to 11.8% in fiscal year 2000. This increase is primarily due
to the amortization, in fiscal year 2001, of deferred com-
pensation relating to options granted in the third quarter
of fiscal year 2000 and variable expense relating to
increased revenue. Goodwill amortization alsc remained
flat at $0.2 million for both periods presented.

Operating Income. in dollar terms, operating income
was $66.2 million in fiscal year 2001 compared to $50.9
million in the prior year period. Expressed as a percent-
age of revenue, operating income was 35.2% and 30.8% in
fiscal year 2001 and fiscal year 2000, respectively.

Interest and Other Income. Interest and other income
was $3.6 million for fiscal year ended june 30, 2001 and
$1.2 million in the prior year period. An increase in cash
flows from operations has contributed to greater cash
balances available for investing.

Interest Expense. Interest expense was $0.2 million in fiscal
year 2001 and $16.5 million in fiscal year 2000. As a result of
the repayment of debt with the net proceeds of our initial
public offering, our cost of borrowings has decreased.

In connection with the Initial Public Offering, we paid
down all the outstanding debt, which we had incurred as
a result of the May 1999 recapitalization. As a result, in fis-
cal year 2000 we recorded extraordinary losses on the
early extinguishments of debt resulting from the write-
off of debt issuance costs and the incurrence of prepay-
ment penalties associated with the repurchase of our




senior subordinated notes of $11.7 million and $15.4 mil-
lion (7.2 million and $9.6 million net of tax), respectively.
There were no extraordinary items in fiscal year 2001. We
purchased $2.0 million of our senior subordinated notes
below par in September 1999, resulting in a gain of
$36,000 net of income taxes, and $5.0 million below par in
November 1999 resulting in a gain of $134,000 net of
income taxes.

Income Tax Expense. Our effective tax rate related to
income from continuing operations was 18.9% and 11.9%
for fiscal years 2001 and 2000, respectively. The decrease
in interest expense caused profitability in the U.S. to
increase, resulting in a rise in the consolidated tax rate.
The effective tax rate for fiscal years 2001 and 2000
reflects the tax-exempt status of our Singapore opera-
tion, which has been given pioneer status, or exemption
of taxes on non-passive income for five years. We do not
currently calculate deferred taxes on our investment in
our Singapore operations, as all undistributed earnings
are permanently reinvested back into the Singapore facil-
ity. If we were to record deferred taxes on our invest-
ment, the amount would be a $25.2 million liability as of
June 30, 2001.

LIQUIDITY AND CAPITAL RESOURCES

At June 29, 2002, our principal sources of liquidity
included cash and investments of $110.5 million as com-
pared to the June 30, 2001 balance of $94.4 million. The
cash and investments include amounts, which have been
permanently reinvested into the Singapore operations. If
we were to repatriate these amounts, they would be sub-
ject to US Federal Income Tax. Net cash provided by
operating activities was $63.0 million in fiscal year 2002, as
compared to $71.3 million in the prior year period. The
decrease is primarily attributable to the decrease in oper-
ating income. Our days sales outstanding decreased
from 71 days in the fourth quarter of fiscal year 2001 to 47
days in the fourth quarter of fiscal year 2002. With the
acquisition of MNC affecting inventory balances, inven-
tory turns decreased from 5.17 times in the fourth quarter
of fiscal year 2001 to 4.72 times respectively in the fourth
quarter of fiscal year 2002.

Purchases for property and equipment were $3.4 million
in fiscal year 2002 as compared to $3.3 million in the prior
year period. These expenditures were primarily to support
our testing facility in Singapore and the manufacturing
facility in Worcester, MA acquired with MNC.

In September, we announced a repurchase program,
which authorized the purchase, from time to time, of
2.0 million shares of our common stock on the market.
As of june 29, 2002, we had purchased 655,000 shares for
$7.8 million.

In june 2000, we obtained a $30.0 million revoiving
credit facility with a commercial bank to expire in June
2002, with an option to extend the facility for an addi-
tional period subject to certain covenants, including
maintenance of certain financial ratios. At the beginning
of the third quarter, we terminated this credit facility and
entered into a new facility as discussed below.

In connection with the acquisition of MNC, we entered
into a new revolving credit and term loan facility dated
December 31, 2001, which will expire December 31, 2004.
The new facility enables us to draw down $45.0 million
under the term loan and $10.0 million under the revolv-
ing credit facility. At our option, the interest rates under
the term loan will be ei'ther (1) a base rate, which is the
higher of (i) a rate of interest announced from time to
time by the lenders” administrative agent as the base rate
(“Base Rate”) or (ii) the sum of 0.5% per annum plus the
federal funds rate or (2) London Interbank Offer Rate
(“LIBOR") plus 1.75%. At our option, the interest rates
under the Revolving Credit Loan, will be either (1) the
Base Rate or (2) the LIBOR Rate plus a pre-formulated
margin. During the third and fourth quarters of fiscal year
2002, we paid down $3.0 million of the term loan. As of
June 29, 2002, $42.0 million was outstanding on our term
loan; $13.5 million of this is classified current.

The foliowing summarizes our significant contrac-
tuai obligations and commitments as of June 29, 2002
(in thousands):

Contractual Less than After
Obligations Total 1vyear 1-3years 4-5vyears 5 vyears
Long-Term Debt $42,000  $13,500  $28,500 $ - 5§ -
Operating Leases 18,035 2,994 8,212 4,679 2,150
Total $60,035  $16,494  $36,712 $4,679 $2,150

Operating leases primarily consist of leased facilities that
we utilize in various locations.

Certain of our loan agreements require the mainte-
nance of specified financial ratios and impgcse financial
limitations as well as a restriction on paying dividends. At
June 29, 2002, we were in compliance with the covenants.

On January 4, 2002, we acquired MNC for $77.3 million,
net of cash on hand. The purchase price includes $5.7 mil-
lion in purchase accounting liabilities related to our pre-
liminary plan to restructure the activities of the acquired
entity. The results of MNC have been included in the con-
solidated financial statements since that acquisition date.
The acquisition was accounted for using the purchase
method, and accordingly, goodwill of approximately $40.9
million was recorded as part of the transaction.




In fiscal year 2001, we entered into an Investment and
Stock Trade Agreement (the “Agreement”) with Maxtek
Technology Co. Ltd (“Maxtek”), an overseas distributor in
Taiwan. We invested $4.0 million and own approximately
10% of Maxtek. The Agreement states that if Maxtek fails
to successfully complete a public offering by December 5,
2005, we, at our sole option, have the right to demand
immediate repurchase of all 4.0 million shares, at the
original purchase price plus accrued annual interest
(commercial rate set by the Central Bank of China) dur-
ing the said period. Maxtek, our overseas distributor for
our PC business in Taiwan and China, represented
approximately 19% of our sales for fiscal year 2002, and
13% in the prior year period. Additionally, sales to
Maxtech Corporation Limited (“Maxtech”), an entity
which is commonly controlled by the owners’ of Maxtek,
were 18% of our sales in fiscal year 2002 and 10% in the
prior year period. These international distributors sell to
approximately 140 OEM end customers.

We believe that the funds on hand together with
funds expected to be generated from our operations as
well as borrowings under our bank revolving credit
facility will be sufficient to meet our anticipated cash
needs for working capital and capital expenditures for
at least the next twelve months. Thereafter, we may
need to raise additional funds in future periods to fund
our operations and potential acquisitions. We may also
consider conducting future equity or debt financings if
we perceive an opportunity to access the capital mar-
kets on a favorable basis, within the next twelve months
or thereafter. Any such additional financing, if needed,
might not be available on reasonable terms or at all.
Failure to raise capital when needed could seriously
harm our business and results of operations. If addi-
tional funds were raised through the issuance of equity
securities or convertible debt securities, the percentage
of ownership of our sharehoiders would be reduced.
Furthermore, such equity securities or convertible debt
securities might have rights, preferences or privileges
senior to our common stock.

Critical Accounting Policies

In response to the SEC's Release No. 33-8040,
“Cautionary Advice Regarding Disclosure About Critical
Accounting Policies”, we have identified below some of
the accounting principles critical to our business and
results of operations. We determined the critical princi-
ples by considering accounting policies that involve the
most complex or subjective decisions or assessments.
We state these accounting policies in Management's
Discussion and Analysis of Financial Condition and

Results of Operations and in the Notes to the consoli-
dated financial statements contained herein. In addition,
we believe our most critical accounting policies include,
but are not limited to, the following:

Accounts Receivable

We maintain reserves for uncollectible accounts. Qur
reserve for uncollectible accounts is based on i) our spe-
cific assessment of the collectibility of all significant
accounts greater than 90 days past due, ii) our general
estimate of the rate of default for all accounts less than 90
days past due and iii) any specific knowledge we have
acquired that might indicate that an account is uncol-
lectible, regardless of age. The facts and circumstances of
each account may recuire us to use substantial judgment
in assessing its collectibility.

Inventory

Inventory is stated at the lower of cost or market. Cost
is determined by the first in, first out (FIFO) method. We
record a reserve for obsolete and unmarketable inven-
tory based on assumptions of future demand and market
conditions. Because many of our products have muitiple
applications and serve volatile markets, the recent sales
history of any one product is not necessarily indicative of
the future demand for such product. The reserve for
obsolete and unmarketable inventory is therefore based
on the Company’s collective judgment regarding the
realistic and potential future demand for each product
and is inherently subjective. The fact that our products
have a substantial shelf life and low holding costs increase
the subjectivity because these factors extend the time
frame in which we could potentially recover the costs of
each product. If actual market conditions are less favor-
able than those projected by management, additional
inventory reserves may be required.

Coodwill and Other Intangible Assets

Goodwill represents the excess of cost over the fair
value of net assets acquired from business acquisitions.
Prior to July 1, 2001, our goodwill was amortized using the
straight-line method over its estimated useful life of
seven years. Statement of Financial Accounting Standards
(“SFAS”) No. 142, “Goodwill and Other Intangible Assets”,
addresses, among other things, how goodwill and other
intangible assets should be accounted for after they have
been initially recorded in the financial statements. Under
SFAS 142, goodwill and other indefinite lived intangible
assets are no longer amortized. Beginning july 1, 2001, we
ceased the amortization of goodwill. Instead, we will, at
least annually, review the recoverability of goodwill and
other indefinite lived intangible assets. In assessing




recoverability, many factors are considered, including
historical and forecasted operating results and cash flows
of the acquired businesses. After consideration of these
factors, we will determine whether or not there is an
impairment to goodwill and other indefinite lived intan-
gible assets. In addition if an intangible asset that is not
being amortized is subsequently determined to have a
finite useful life, the asset shall be tested for impairment
and that intangible asset shall then be amortized
prospectively over its estimated remaining useful life and
accounted for in the same manner as other intangible
assets that are subject to amortization.

In connection with the purchase of MNC, we acquired
$36.3 million of intangible assets based on an independ-
ent appraisal. Of this amount, $2.9 million was assigned
to research and development assets that were written off
at the date of acquisition. The remaining $33.4 million of
intangible assets include a customer base valued at $12.0
million (six year weighted-average useful life); a trade
name valued at $3.0 million (indefinite useful life) and
developed technology valued at $18.4 million (indefinite
useful life). The initial and continuing vaiuation of these
assets and the assessment of their useful lives was based
on subjective conclusions drawn from the characteristics
of each intangible asset. We have assigned indefinite
lives to the acquired trade name and the developed
technology because in our judgment there are no iegal,
regulatory, contractual, competitive, economic, or other
factors to limit the useful lives of these intangible assets.
If we had determined that there were factors that would
limit the lives of these assets, we would have amortized
these assets over their estimated useful lives. The effect
of this amortization might have resulted in a significant
change to our financial statements based on the value of
these intangible assets and dependent upon the useful
lives we would have assigned to these assets.

Revenues

Revenues from product sales are recognized as rev-
enue upon shipment to the customer. We offer a right of
return to certain customers. Allowances are established
to provide for estimated returns at the time of sale.
Revenues from sales to distributors are made under
agreements allowing price protection and rights of
return on unsold products. We recognize sales to these
customers, in accordance with the criteria of SFAS No. 48,
“Revenue Recognition When Right of Return Exists”, at
the time of the sale based on the following: the selling
price is fixed at the date of sale, the buyer is obligated to
pay for the products, title of the products has transferred,
the buyer has economic substance apart from us, we do
not have further obligations to assist the buyer in the resale
of the product and the returns can be reasonably estimated

at the time of sale. Customer payment terms generally
range from letters of credit collectible upon shipment to
open accounts payable 30 days after shipment.

Income Taxes

income tax expense includes U.S., state and interna-
tional income taxes and are computed in accordance
with SFAS No. 109, “Accounting for Income Taxes”.
Certain items of income and expense are not reported in
income tax returns and financial statements in the same
year. The income tax effects of these differences are
reported as deferred income taxes. Income tax credits
are accounted for as a reduction of income tax expense
in the year in which the credits reduce income taxes
payable. Valuation allowances are provided against
deferred income tax assets, which are not likely to be
realized. We currently provide income taxes on the earn-
ings of foreign subsidiaries to the extent those earnings
are taxable in the local jurisdictions. We do not provide
for United States income tax on foreign earnings
because, in management’s opinion, such earnings have
been indefinitely reinvested in foreign operations.

INFLATION
Inflation has not had a significant impact on our results
of operations.

NEW ACCOUNTING PRONOUNCEMENTS

In June 2001, the Financial Accounting Standards Board
("FASB”) issued Statement of Financial Accounting
Standards (“SFAS”) No. 141, “Business Combinations”,
which supersedes Accounting Principles Board Opinion
(“APB”) No. 16, “Business Combinations”. The most sig-
nificant changes made by SFAS No. 141 is the require-
ment of the usage of the purchase method of accounting
for all business combinations initiated after June 30, 2001
and establishment of specific criteria for the recognition
of intangible assets separately from goodwill. We
adopted this statement during the first quarter of fiscal
year 2002.

In June 2001, the FASB issued SFAS No. 142, “Goodwill
and Other Intangible Assets”, which supercedes APB No.
17, “Intangible Assets”. SFAS No. 142 provides guidance
on accounting for goodwill and other intangible assets
subsequent to acquisition including testing annually and
whenever events or circumstances occur indicating that
goodwill might be impaired. These provisions are effec-
tive for fiscal years beginning after December 15, 2001.
We adopted this statement during the first quarter of fis-
cal year 2002. In accordance with SFAS No. 142, we have
not amortized goodwill on acquisitions completed after
july 1, 2001.




In June 2007, the FASB issued SFAS No. 143, “Accounting
for Asset Retirement Obligations”, which amends SFAS
No. 19, “Financial Accounting and Reporting by Oil and
Gas Producing Companies”. SFAS No. 143 provides
guidance on accounting for the retirement of tangible
long-lived assets and the associated asset retirement
costs. These provisions are effective for fiscal years
beginning after June 15, 2002. We do not believe that
adoption of this statement will have a material impact
on our operating results.

In August 2001, the FASB issued SFAS No. 144,
“Accounting for the Impairment or Disposal of Long-
Lived Assets”, which supercedes SFAS No. 121,
“Accounting for the Impairment of Long-Lived Assets and
for Long-Lived Assets to be Disposed Of” and APB
Opinion No. 30, “Reporting the Results of Operations—
Reporting the Effects of Disposal of a Segment of a
Business and Extraordinary, Unusual and Infrequently
Occurring Events and Transactions”. SFAS No. 144 estab-
lished a single accounting model for the disposition of
long-lived assets by sale. These provisions are effective
for fiscal years beginning after December 15, 2001. We do
not believe that adoption of this statement will have a
material impact on our operating results.

In April 2002, the FASB issued SFAS No. 145, “Rescission
of FASB Statements No. 4, 44, and 64, Amendment of FASB

No. 13, and Technical Corrections.” Among other things,
SFAS No. 145 updates, clarifies and simplifies existing
accounting pronouncements. We do not believe that
adoption of this statement will have a material impact on
our operating results.

In July 2002, the FASB issued SFAS No. 146, “Accounting
for Costs Associated with Exit or Disposal Activities.” SFAS
No. 146 addresses the recognition, measurement and
reporting of costs associated with exit and disposal activ-
ities, including restructuring activities that are currently
accounted for pursuant to the guidance set forth in
Emerging issues Task Force (“EITF”) Issue No. 94-3,
“Liability Recognition for Certain Employee Termination
Benefits and Other Costs to Exit an Activity (including
Certain Costs Incurred in a Restructuring).” The scope of
SFAS No. 146 includes costs related to terminating a con-
tract that is not a capital lease, costs to consolidate facili-
ties or relocate employees, and certain termination
benefits provided to employees who are involuntarily
terminated. SFAS No. 146 also requires companies to rec-
ognize costs associated with exit or disposal activities when
they are incurred rather than at the date of a commitment
to an exit or disposal plan. SFAS No. 146 is effective for exit
or disposal activities initiated after December 31, 2002.
We do not believe that adoption of this statement will
have a material impact on our operating results.

Quantitative and Qualitative
Disclosures About Market Risk

FOREIGN CURRENCY EXPOSURES

Our sales are denominated in U.S. dollars, and accord-
ingly, we do not use forward exchange contracts to
hedge exposures denominated in foreign currencies or
any other derivative financial instruments for trading or
speculative purposes. The effect of an immediate 10%
change in exchange rates would not have a material
impact on our future operating results or cash flows.

INTEREST RATE RISK

In connection with our bank agreement, we entered
into an 18-month interest rate swap agreement with one of
the same financial institution. The interest rate swap
agreement essentially enables us to manage the exposure
to fluctuations in interest rates on a portion of our term
loan.

Our term loan requires us to pay interest based on a
variable rate. Under the interest rate swap agreement, we

are exchanging the variable rate interest on a portion of
our term loan, equal to a notional amount of $22.5 mil-
lion, with a fixed rate of 3.25%. The interest rate swap
agreement is in effect until June 30, 2003, with the
notional amount decreasing to $14.8 million over the
effective period.

The interest rate swap agreement has been designated
as a cash flow hedge and, therefore, changes in the fair
value of the agreement will be recorded in comprehen-
sive loss. To date there has not been a significant change
in fair value.

We do not use derivatives for trading or speculative
purposes, nor are we party to leverage derivatives. The
Company had interest expense of $1.1 million for the fis-
cal year 2002. The potential increase in interest expense
for fiscal year 2002 from a hypothetical 2% adverse
change in variable interest rates would be approximately
$0.4 million.




Report of Independent Accountants

To the Board of Directors and Shareholders
of Integrated Circuit Systems, Inc.:

In our opinion, the consolidated financial statements present fairly, in all material respects, the financial position of
Integrated Circuit Systems, Inc. and its subsidiaries at June 29, 2002 and June 30, 2001, and the results of their opera-
tions and their cash flows for each of the three years in the period ended June 29, 2002 in conformity with accounting
principles generally accepted in the United States of America. These financial statements are the responsibility of the
Company's management; our responsibility is to express an opinion on these financial statements based on our audits.
We conducted our audits of these statements in accordance with auditing standards generally accepted in the United
States of America, which require that we plan and perform the audit to obtain reasonable assurance about whether the
financial statements are free of material misstatement. An audit includes examining, on a test basis, evidence sup-
porting the amounts and disclosures in the financial statements, assessing the accounting principles used and signifi-
cant estimates made by management, and evaluating the overall financial statement presentation. We believe that our
audits provide a reasonable basis for our opinion expressed above.

PricewaterhouseCoopers LLP
Philadelphia, PA
July 26, 2002
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Integrated Circuit Systems, Inc.

Consolidated Balance Sheets

(In thousands)

june 29, june 30,
2002 2001
Assets
Current Assets:
Cash and cash equivalents $ 74,255 $ 91,400
Investments 36,266 3,000
Accounts receivable, net 28,741 27,359
inventory, net 18,556 16,097
Deferred income taxes 6,791 4,053
Prepaid assets 4,781 5,411
Prepaid income taxes 1,181 —
Other current assets 8,924 596
Total current assets 179,495 141,916
Property and equipment, net 18,324 11,215
Intangibles 32,400 —
Goodwill 41,575 626
Other assets 4,598 360
Total assets $276,392 $154,117
Liabilities and Shareholders' Equity
Current Liabilities:
Current portion of long-term debt $ 13,744 $ 429
Accounts payable 11,416 8,579
Accrued salaries and bonuses 2,268 1,272
Accrued expenses and other current liabilities 23,004 2,264
Income taxes payable — 1,306
Total current liabilities 50,432 13,880
Long-term debt, less current portion 28,514 280
Deferred income taxes 12,876 2090
Other liabilities 599 704
Total liabilities 92,421 15,064
Commitments and contingencies
Sharehoiders' Equity:
Preferred stock, authorized 5,000; none issued — —
Common stock, $0.07 par, authorized 300,000: issued 67,847 and
66,128 shares as of June 29, 2002 and June 30, 2001 respectively. 678 661
Additional paid in capital 227,531 211,524
Accumulated deficit (32,451) (70,229)
Notes receivable from shareholders — (181)
Deferred compensation (3,988) (2,722)
Treasury stock, at cost, 655 shares (7,799) —
Total shareholders' equity 183,971 139,053
Total liabilities and shareholders' equity $276,392 $154,117

See accompanying notes to consolidated financial statements.
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Integrated Circuit Systems, Inc.

Consolidated Statements of Operations

(In thousands, except per share data)

june 29, june 30, july 1,
Year Ended 2002 2001 2000
Revenue $182,654 $188,298 $165,521
Cost and expenses:

Cost of sales 76,304 71,997 66,123

Research and development 29,239 28,301 24,848

Selling, general and administrative 32,153 21,572 22,463

Special charges—Write-off of in process R&D 2,900 — -

Management fee — - 906

Amortization of intangibles 1,000 — —

Goodwill amortization —_ 234 235

Operating income 41,058 66,194 50,946
Interest and other income 3,201 3,611 1,200
Interest expense (1,109) (219) (16,532)

Income before income taxes and extraordinary items 43,150 69,586 35,614
Income tax expense 5,372 13,128 4,244

Income before extraordinary items 37,778 56,458 31,370
Extraordinary Items:

Early extinguishment of debt, net of $10.3 million taxes — — (16,638)
Net income $ 37,778 $ 56,458 $ 14,732
Basic net income per share:

Income before extraordinary items $0.57 $0.87 $0.79
Loss from extraordinary items — — (0.42)
Net Income $0.57 $0.87 $0.37
Diluted net income per share:

Income before extraordinary items $0.54 $0.81 $0.63

Loss from extraordinary items — — (0.33)
Net Income $0.54 $0.81 $0.30
Weighted average shares outstanding—basic 66,500 64,837 39,843

Weighted average shares outstanding—diluted 70,192 69,573 49,871

See accompanying notes to consolidated financial statements.
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Integrated Circuit Systems, Inc.

Consolidated Statements of Shareholders:

(In thousands)

Common Common Preferred Preferred

Stock Stock Class A Class A Class A Class A

Shares Amount Shares Amount Shares  Amount

Balance at July 3, 1999 — $ — 26,452 $ 264 — $ —
Shares issued upon exercise of stock options — — 2,067 20 — —
Tax benefits related to stock options — — - — — -
Retirement of stock — — (76) M — -
Initial Public Offering 64,269 643 (28,443) (283) (3,367) (13,467)
Net income — — — - — —
Issuance of stock options — — — - — —
Investment into the Company — — — — 3,367 13,467
Other — — — — — -
Balance at July 1, 2000 64,269 643 — — — -
Shares issued upon exercise of stock options 1,808 18 - — — —
Tax benefits related to stock options - - - - — -
Shares issued by the Stock Purchase Plan 51 — — — - —
Net income — - — — — —
Other — - — — — —
Balance at June 30, 2001 66,128 661 — — — —
Shares issued upon exercise of stock options 1,659 17 — — — —
Tax benefits related to stock options — — — — — —
Shares issued by the Stock Purchase Plan 54 — — — — —
Purchase of treasury shares — — — — — —
Net income — — — — — —
Issuance of stock options — — — — — —
Other _— —_ — — — —
Balance at june 29, 2002 67,841 $678 — $ — — % —

See accompanying notes to consolidated financial statements.
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quity (Deficit)

(Accumu- Total

lated Share-

Deferred Additional Deficit)/  holders

ClassB ClassB ClassL Class L Notes Compen- Paid-in Treasury Treasury Retained Equity
Shares Amount Shares Amount Receivable sation Capital Shares  Stock Earnings (Deficit)
9,577 $ 96 4,003 $ 40 $ (455) % — $ 34,556 — —  $(141,413) $(106,912)
— - 3 — - — 53 - - — 73

— — — — - — 301 — - — 301

- - 8) - — — (234) - — — (235)
(9,577) 96)  (3,998) (40) — — 160,341 — — — 147,098
- — — — — — — — — 14732 14,732

— - — — — (3,979) 3,979 - — — -

- — - — — — — - — — 13,467

— - - — 169 211 22 — — (6) 396

— — - — (286) (3,768) 199,018 — —  (126,687) 68,920

- _ — — - — 1,222 - - - 1,240

— — - - - - 10,813 - — — 10,813

- - — - - - 679 - - - 679

-~ - - - - - - - — 56458 56,458

— - - - 105 1,046 (208) — — — 943

— — — — (181) (2,722) 211,524 - -~ (70,229) 139,053

— — — — — — 1,932 — — — 1,949

— — — — — — 10,688 — — — 10,688

— — — — — — 686 — — — 686

— — — — — — — 655) (7,799) — (7,799)

— — — — — — — — — 37778 37,778

— - — — — (2,699) 2,699 — — — —

— — — — 181 1,433 2 — — — 1,616

— $ — — $ — $ —  $(3,988) $227,531 (655) $(7,799) $ (32,451) $183,971
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Integrated Circuit Systems, Inc.

Consolidated Statements of Cash Flows

(In thousands)

june 29, june 30, july 1,
Year Ended 2002 2001 2000
Cash flows from operating activities:
Net income $ 37,778 $ 56,458 $ 14,732
Adjustments to reconcile net income to net cash provided
by operating activities, net of acquisition:
Depreciation and amortization 6,912 5,142 4,692
Amortization of deferred finance charge 68 12 1,494
Amortization of bond premiums 17 36 7
Amortization of deferred compensation 1,433 1,046 234
(Gain) loss on sale of assets (315) (95) 17
Extraordinary loss on deferred finance charge — — 11,668
Write-off on in-process R&D 2,900 - —
Tax benefit of stock options 10,688 10,813 301
Deferred income taxes (3,201) (929) 4,930
Changes in assets and liabilities:
Accounts receivable 5,466 (3,699) (5,541)
Inventory 3,547 621 (1,982)
Other assets, net (3,471) 110 (740)
Accounts payable, accrued expenses and other liabilities 4,701 (7,329) 3,065
Accrued interest expense (15) (11 (2,078)
Income taxes payable (3,499) 9,149 (12,317)
Net cash provided by operating activities 63,009 71,324 18,482
Cash flows from investing activities:
Capital expenditures (3,428) (3,264) (4,358)
Proceeds from sale of fixed assets 136 187 151
Proceeds from maturities of marketable securities 31,000 17,404 —
Purchases of marketable securities (64,019) (20,218) -
Investment in Micro Networks Corporation (77,269) — -
Investment in Maxtek _ (4,000) -
Refunds on purchase contracts —_ 9,877 5,444
Net cash (used in) provided by investing activities (113,580) (14) 1,237
Cash flows from financing activities:
(Repayments) borrowings under line of credit agreement — (10,000) 10,000
Repayments of long-term debt {(6,080) (561) (170,065)
Proceeds from exercise of stock options 1,949 1,240 72
Proceeds from stock purchase plan 686 679 -
Retirement of common stock — — (235)
Proceeds from long-term debt 45,000 - —
Initial Public Offering, net —_ (208) 147,098
Investment into the Company — — 13,467
Deferred financing charges (330 — (395)
Dividends — — (6)
Purchase of treasury stock (7,799) — —
Net cash provided by (used in) financing activities 33,426 (8,850) (64)
Net (decrease) increase in cash (17,145) 62,460 19,655
Cash and cash equivalents:
Beginning of year 91,400 28,940 9,285
End of year $ 74,255 $ 91,400 $ 28,940
Supplemental disclosures of cash information:
Cash payments (receipts) during the period for:
Interest $ 1,021 $ 215 $ 16,783
income taxes $ (252) $ (5,926) $ 1,104
Supplemental disclosures for non-cash information:
Capital lease of equipment $ 98 $ 45 $ 1,304

See accompanying notes to consolidated financial statements.
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Integrated Circuit Systems, Inc.

Notes to Consolidated Financial Statements

(1) Summary of Significant Accounting Policies

Consolidation Policy

The accompanying consolidated financial statements
include the accounts of the Company and its wholly
owned subsidiaries. All material intercompany balances
and transactions have been eliminated.

Reporting Periods

Our fiscal year is a 52/53 week operating cycle that ends
on the Saturday nearest June 30. All of the periods pre-
sented herein represent a 52-week operating cycle.

Cash Equivalents

We consider all highly liquid investments purchased
with an original maturity of three months or less tc be
cash equivalents. Cash and cash equivalents at June 29,
2002 consist of cash, overnight retail repurchase agree-
ments (collateralized by U.S. Treasury obligations),
money market funds and commercial paper.

Investments

Investments at June 29, 2002 and June 30, 2001 consist of
debt securities. We expect to hold all of our debt securities
until maturity and have recorded them at amortized cost.

We also have an equity investment in a privately held
company. This investment is included in other.long-term
assets in the Balance Sheet and is carried at cost. We
monitor this investment for impairment and wiil make
appropriate reductions in carrying value if a decline is
deemed to be other than temporary.

Inventory
Inventory is stated at the lower of cost or market. Cost
is determined by the first in, first out (FIFO) method.

Property, Plant and Equipment

Property and equipment are recorded at cost less accu-
mulated depreciation. Depreciation on furniture and
equipment is computed using the straight-line deprecia-
tion method over periods ranging from three to ten years.
Leasehold improvements are amortized over the iesser of
the lease term or the estimated useful life of the improve-
ment. The cost of fully depreciated assets remaining in
use is included in the respective asset and accumulated
depreciation accounts. When items are sold or retired,
related gains or losses are included in net income.

Deferred Financing Costs

In fiscal year 2002 we entered into a term loan facility.
Costs incurred in connection with this term loan are
being amortized over the life of the loan, three years.
Accumulated amortization was $68,000 as of June 29, 2002

Costs incurred in connection with the issuance of the
senior credit facility and the senior subordinated notes
(see Note 10), were being amortized over the average term
of the related debt instruments, which approximated eight
years at July 3, 1999.
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In connection with the initial public offering in May
2000, we paid off all the outstanding senior subordinated
notes and senior credit facility. As a result, $11.7 million
($7.2 million net of taxes) of our deferred financing costs
were written off.

Goodwill and Other Indefinite Lived Intangible Assets

Goodwill represents the excess of cost over the fair
value of net assets acquired from business acquisitions.
Prior to July 1, 2001, all goodwill was amortized using the
straight-line method over its estimated useful life of
seven years. Statement of Financial Accounting
Standards (“SFAS”) No. 142, “Goodwill and Other
Intangible Assets”, addresses, among other things, how
goodwill and other intangible assets should be
accounted for after they have been initially recorded in
the financial statements. Under SFAS No. 142, goodwill
and other indefinite lived intangible assets are no longer
amortized. Beginning July 1, 2001, we ceased the amorti-
zation of goodwill. Instead, we will, at least annually,
review the recoverability of goodwill and other indefinite
lived intangible assets. In assessing recoverability, many
factors are considered, including historical and fore-
casted operating results and cash flows of the acquired
businesses. After consideration of these factors, we will
determine whether or not there is impairment to good-
will and other indefinite lived intangible assets.

In addition if an intangible asset that is not being amor-
tized is subsequently determined to have a finite useful
life, the asset shall be tested for impairment and that
intangible asset shall then be amortized prospectively
over its estimated remaining useful life and accounted
for in the same manner as other intangible assets that are
subject to amortization.

At June 29, 2002, we have $41.6 million of goodwill and
$21.4 million of indefinite lived intangible assets. We
believe that no impairment of goodwill or other indefi-
nite lived intangible assets existed at June 29, 2002.
Goodwill amortization was not material to the results of
operations in the previous periods. We had no indefinite
lived intangible assets prior to the acquisition of MNC.

Carrying Value of Long-Term Assets

We periodically evaluate the carrying value of long-term
assets when events and circumstances warrant such
review. The carrying value of a long-lived asset is consid-
ered impaired when the anticipated undiscounted cash
flows from such asset is separately identifiable and is less
than the carrying value. In that event a loss is recognized
based on the amount by which the carrying value exceeds
the fair market value of the long-lived asset. Fair market
value is determined by reference to quoted market
prices, if available, or the utilization of certain valuation
techniques such as using the anticipated cash flows dis-
counted at a rate commensurate with the risk involved.

Revenue Recognition
Revenues from product sales are recognized as rev-
enue upon shipment to the customer. We offer a right of




return tc certain customers. Allowances are established
to provide for estimated returns at the time of sale. We
recognize sales to these customers, in accordance with
the criteria of Statement of Financial Accounting
Standards (“SFAS”) No. 48, “Revenue Recognition When
Right of Return Exists”, at the time of the sale based on
the following: the selling price is fixed at the date of sale,
the buyer is obligated to pay for the products, title of the
products has transferred, the buyer has economic sub-
stance apart from us, we do not have further obligations
to assist the buyer in the resale of the product and the
returns can be reasonably estimated at the time of sale.

Concentration of Credit Risk

We sell our products primarily to original equipment
manufacturers (OEMs) and distributors in North
America, Europe and the Pacific Rim. We perform ongo-
ing credit evaluations of our customers and maintain
reserves for potential credit losses. For the fiscal year
ended june 29, 2002 two customers, Maxtek Technology
Co. Ltd (“Maxtek”) and Maxtech Corporation Limited
(“Maxtech”), represented 19% and 18% of our revenues
respectively. These same customers, who are commonly
contrelled, accounted for 22% and 15% of our total
accounts receivable as of June 29, 2002, respectively. For
fiscal years 2001 and 2000, Maxtek represented 13% and
12% of our revenues respectively, and accounted for 18%
and 24% of our total accounts receivable respectively.
Maxtech represented 10% of our revenue and 20% of
our total accounts receivable in fiscal year 2001 and did
not represent a significant portion of our revenue or
accounts receivable in fiscal year 2000. These interna-
tional distributors sell to approximately 140 OEM end
customers. We also have a substantial concentration of
credit risk in the personal computer industry. Refer to
Note 19 for geographic information.

Income Taxes

Income tax expense includes U.S., state and interna-
tional income taxes and is computed in accordance with
SFAS No. 109, “Accounting for Income Taxes”. Certain
items of income and expense are not reported in income
tax returns and financial statements in the same year. The
income tax effects of these differences are reported as
deferred income taxes. Income tax credits are accounted
for as a reduction of income tax expense in the year in
which the credits reduce income taxes payable. Valuation
allowances are provided against deferred income tax
assets which are not likely to be realized. We currently
provide income taxes on the earnings of foreign sub-
sidiaries to the extent those earnings are taxable in the
local jurisdictions. We do not currently calculate
deferred taxes on our investment in our Singapore oper-
ations, as all undistributed earnings are permanently
reinvested back into the Singapore facility. If we were to
record deferred taxes on our investment, the amount
would be a $36.3 million liability as of June 29, 2002.

Use of Estimates

The preparation of financial statements in conformity
with generally accepted accounting principles requires
management to make estimates and assumptions. These
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estimates and assumptions affect the reported amounts
of assets and liabilities, revenues and expense, and the
disciosure of contingent assets and liabilities at the date
of the financial statements. In addition, they affect the
reported amounts of revenue and expenses during the
reporting period. Actual results could differ from these
estimates and assumptions,

Accounting for Stock-Based Compensation

We have adopted the disclosure provisions of SFAS No.
123, “Accounting for Stock-Based Compensation”, and
continue to apply Accounting Principles Board Opinion
(“APB”) No. 25 “Accounting for Stock Issued to
Employees” and related interpretation in accounting for
its stock options issued to employees and directors.
Refer to Note 16 for pro forma disclosures.

Reclassification of Accounts

Certain prior year balances have been reclassified to
conform to the current year classifications. All share and
per share data has been adjusted to reflect the 1.6942-to-1
common stock split that occurred as of May 22, 2000, the
pricing date of the initial public offering.

Other Comprehensive Income

Our reported net income for all periods presented is
the same as our comprehensive income since there were
no items of other comprehensive income or loss for any
of the periods covered by these financial statements.

New Pronouncements

In june 2007, the Financial Accounting Standards Board
(“FASB”) issued Statement of Financial Accounting
Standards (“SFAS”) No. 141, “Business Combinations”,
which supersedes Accounting Principles Board Opinion
(“APB”) No. 16, “Business Combinations”. The most sig-
nificant changes made by SFAS No. 141 is the require-
ment of the usage of the purchase method of accounting
for all business combinations initiated after June 30, 2001
and establishment of specific criteria for the recognition
of intangibie assets separately from goodwill. We
adopted this statement during the first quarter of fiscal
year 2002.

In June 2001, the FASB issued SFAS No. 142, “Goodwill
and Other Intangible Assets”, which supercedes APB No.
17, “Intangible Assets”. SFAS No. 142 provides guidance
on accounting for goodwill and other intangible assets
subsequent to acquisition including testing annually and
whenever events or circumstances occur indicating that
goodwill might be impaired. These provisions are effec-
tive for fiscal years beginning after December i5, 2001.
We adopted this statement during the first quarter of
fiscal year 2002. In accordance with SFAS No. 142, we have
not amortized gocdwill on acquisitions completed after
July 1, 2001.

in June 2001, the FASB issued SFAS No. 143,
“Accounting for Asset Retirement Obligations”, which
amends SFAS No. 19, “Financial Accounting and
Reporting by Oil and Gas Producing Companies”. SFAS
No. 143 provides guidance on accounting for the retire-
ment of tangible long-lived assets and the associated
asset retirement costs. These provisions are effective for




fiscal years beginning after June 15, 2002. We do not
believe that adoption of this statement will have a material
impact on our operating results.

In August 2001, the FASB issued SFAS No. 144,
“Accounting for the Impairment or Disposal of Long-

Lived Assets”, which supercedes SFAS No. 121,
“Accounting for the Impairment of Long-Lived Assets and
for Long-Lived Assets to be Disposed Of” and APB
Opinion No. 30, “Reporting the Results of Operations—
Reporting the Effects of Disposal of a Segment of a
Business and Extraordinary, Unusual and Infrequently
Occurring Events and Transactions”. SFAS No. 144 estab-
lished a single accounting model for the disposition of
long-lived assets by sale. These provisions are effective
for fiscal years beginning after December 15, 2001. We do
not believe that adoption of this statement will have a
material impact on our operating results.

In April 2002, the FASB issued SFAS No. 145, “Rescissicn
of FASB Statements No. 4, 44, and 64, Amendment of FASB
No. 13, and Technical Corrections.” Among other things,
SFAS No. 145 updates, clarifies and simplifies existing
accounting pronouncements. We do not believe that
adoption of this statement will have a material impact on
our operating results.

In July 2002, the FASB issued SFAS No. 146, “Accounting
for Costs Associated with Exit or Disposal Activities.” SFAS
No. 146 addresses the recognition, measurement and
reporting of costs associated with exit and disposal activ-
ities, including restructuring activities that are currently
accounted for pursuant to the guidance set forth in
Emerging lIssues Task Force (“EITF”) lIssue No. 94-3,
“Liability Recognition for Certain Employee Termination
Benefits and Other Costs to Exit an Activity (including
Certain Costs incurred in a restructuring).” The scope of
SFAS No. 146 includes costs related to terminating a con-
tract that is not a capital lease, costs to consolidate facili-
ties or relocate employees, and certain termination
benefits provided to employees who are involuntarily ter-
minated. SFAS No. 146 also requires companies to recog-
nize costs associated with exit or disposal activities when
they are incurred rather than at the date of a commitment
to an exit or disposal plan. SFAS No. 146 is effective for exit
or disposal activities initiated after December 31, 2002. We
have not yet determined whether SFAS No. 146 will have
a material impact on our operating results.

(2) Public Offerings

On May 31, 2001, a secondary offering of 11.3 million
shares of our common stock took place, in which certain
shareholders of the Company sold these shares to the
public. We did not receive any of the proceeds from the
sale of the shares in this secondary offering.

On May 22, 2000, we completed our initial public offer-
ing of 12.5 million shares of our common stock. We used
$147.1 million, the net proceeds of the initial public offer-
ing, together with $10.0 million from our new credit facil-
ity and cash on hand, to repay our bank debt and
repurchase our senjor subordinated notes. in connection
with the repayment of the bank debt and senior subordi-
nated notes, we recorded extraordinary losses on the
early extinguishments of debt resulting from the write-off
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of debt issuance costs and the incurrence of prepayment
penalties associated with the repurchase of our senior
subordinated notes of $11.7 million and $15.4 million ($7.2
million and $9.6 million net of tax), respectively.

(3) Acguisition

On January 4, 2002, we acquired Micro Networks
Corporation (“MNC”) for $77.3 million, net of cash
acquired. We acquired MNC to gain access to technology
that we believe will enhance the performance of our sili-
con timing products, strengthening our position within
existing strategic markets such as servers and storage sys-
tems. In connection with the acquisition of MNC, we
began a restructuring plan that involved moving certain
manufacturing operations offshore reducing its work-
force and combining facilities. The purchase price
includes $5.7 million in purchase accounting liabilities.
Of the total amount recorded, $4.3 million represents
costs associated with closing or moving office and pro-
duction activities and $1.4 million represents severance
and other personnel costs. We expect to complete the
restructuring by February 28, 2003. As of June 29, 2002,
we have expended approximately $0.5 million of this
reserve relating to severance and other personnel costs.
Approximately $1.0 million of the remaining amount
relates to severance and other personnel costs to be
paid in fiscal year 2003, $1.9 million relates to vacated facil-
ities leased with expiration dates through 2012 and the bal-
ance represents fixed assets that, management believes,
will have little success in selling. This reserve is included in
“Accrued expense and other current liabilities” in the
Balance Sheet.

The following table summarizes the estimated fair
values of the assets acquired and liabilities assumed at
the date of acquisition.

January 4, 2002

Accounts receivable $ 6,849
inventory 12,005
Other current assets, net of cash acquired 3,503
Property, plant and equipment 9,803
Intangible assets 36,300
Goodwill 40,949

Total assets acquired 109,409
Current liabilities (13,522)
Long-term debt (2,530)
Deferred tax liabilities (16,088)

Total liabilities acquired (32,140)

Net assets acquired $ 77,269

Of the $36.3 million of acquired intangible assets, $2.9
million was assigned to research and development assets
that were written off at the date of acquisition. The
remaining $33.4 million of intangible assets include a
customer base valued at $12.0 million (6 year weighted-
average useful life); a trade name valued at $3.0 million
(indefinite useful life) and developed technology valued
at $18.4 million (indefinite useful life). For fiscal year 2002,
we had $1.0 million in expense for the amortization of the
customer base.




The value of in-process research and development was
determined by estimating the costs to develop the pur-
chased in-process technology into commercially viable
products, estimating the resulting net cash flows from
such projects and discounting the net cash flows back to
their present value. The discount rate includes a risk-
adjusted discount rate to take into account the uncer-
tainty surrounding the successful development of the
purchased in-process technology.

The following unaudited pro forma combined results
of operations is provided for illustrative purposes only
and assumes this acquisition occurred as of the begin-
ning of each of the periods presented. The following
unaudited pro forma information (in thousands, except
per share amounts) should not be relied upon as neces-
sarily being indicative of the historical results that would
have been obtained if this acquisition had actually
occurred during those periods, nor the result that may be
obtained in the future.

Year Ended June 29, 2002 June 30, 2001
Pro forma revenue $206,380 $248,710
Pro forma net income $ 43,017 $ 60,520
Diluted net income per

common share as reported  $  0.54 $ 081
Pro forma diluted net income

per common share $ 0.61 $ 087

The proforma net income for the fiscal year ended June 29,
2002 excludes one-time charges of $2.9 million for the
write off of in process research and development and
$1.3 million related to the fair value adjustment to inven-
tory that was acquired from MNC and sold during the
quarter ended March 30, 2002. '

(4) Purchase Commitments

On October 7, 1998, we assumed a third party’s wafer
purchase contract with Chartered Semiconductor PTE
(“CSM”). The agreement required us to advance $12.0
million as part of a mutual commitment for CSM to sup-
ply and for us to purchase an agreed upon minimum
quarterly quantity of wafers over a twenty-seven month
period from October 1, 1998 to December 31, 2000. The
agreement required CSM to refund the deposit to us in
progressive quarterly installments based upon the vol-
ume of purchases made by us, and they were contractu-
ally obligated to return our deposit. As a result of the
December 31, 2000 expiration date, the remaining balance
of $9.9 million was refunded to us during the second
quarter of fiscal year 2001. Although we have held addi-
tional purchase commitments during the past three years,
as of June 29, 2002 we have no outstanding commitments.

(5) Other Agreements

In fiscal year 1998, we entered into a non-transferable
and non-exclusive license with Philips Electronics to use
their technical information for data transmission systems.
In consideration of the licenses and rights granted we
have expensed and paid approximately $1.0 million in
licensing fees during fiscal year 2002, $0.2 million during
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fiscal year 2001, and $1.0 million during fiscal year 2000,
and expect to continue to make ongoing payments. The
expense is included in our research and development
expense in the Statements of Operations.

In fiscal year 1999, we entered into a non-exclusive and
irrevocable license with Phaselink Laboratories for use
of their technical data. In return, in July 1999, we paid a
one-time fee of $200,000, which will be amortized over
the useful life of the technology estimated to be 5 years.

(6) Investments

During fiscal years 2002 and 2001, we invested in debt
securities, which we intend to hold to maturity, are carried
at amortized cost. We also have an equity investment in a
privately held company that is carried at cost. In fiscal year
2000, we did not invest in debt or equity securities.
Proceeds from the maturity of the investments were $31.0
million and $17.4 million in fiscal year 2002 and fiscal year
2001, respectively.

(7) Accounts Receivable
The components of accounts receivable are as follows
(in thousands):

June 29, June 30,
Year Ended 2002 2001
Accounts receivable $30,768  $30,318
Less: allowance for returns
and doubtful accounts (2,027) {2,959)
$28,741 $27,359

(8) Inventory
The components of inventories are as follows (in thousands):

June 29, June 30,
Year Ended - 2002 2001
Work-in-process $15,843 $ 6,513
Finished parts 10,797 7,178
Less: obsolescence reserve (8,084) (3,594)
Inventory, net $18,556 $10,097

(9) Property and Equipment
Property and equipment consists of the following
(in thousands):

June 29, June 30,
Year Ended 2002 2001
Land $ 176 § -
Building and improvements 930 -
Machinery and equipment 32,476 22,766
Furniture and fixtures 2,903 2,517
Leasehold improvements 5,408 4,376
Capital leases 1,394 1,296
43,281 30,955

Less: accumulated depreciation

and amortization (24,957) (19,740)
Property and equipment, net $18,324  $11,215




Depreciation and amortization expense related to prop-
erty and equipment was $5.9 million, $4.9 million, and $4.5
million in fiscal years 2002, 2001 and 2000, respectiveiy.

(10) Other Balance Sheet Accounts
Other current assets consists of the following (in thousands):

june 29, june 30,

Year Ended 2002 2001
MNC purchase price deposit $7,437 $ —
Other 1,487 596
$8,924 $596

Accrued expenses and other current liabilities consists
of the following (in thousands):

June 29, june 30,
Year Ended 2002 2001
Purchase price payable to
the MNC shareholders $ 9,437 $ —
Legal accruals 3,513 -
Accrued restructuring expense 5,186 -
Other 4,868 2,294
$23,004 $2,294

On lJanuary 4, 2002, we wired funds to an escrow
account to cover the original purchase price of the MNC
acquisition. All but two equity holders accepted the
terms of the acquisition and received these funds. On or
about July 8, 2002 we reached settlement with those two
equity holders.

(11) Debt

On May 22, 2000, we completed our initial public offer-
ing of 12.5 million shares of our common stock. We used
the net proceeds of this initial offering, together with
$10.0 million from our new credit facility (below) and
cash on hand, to repay our bank debt, close our tender
offer for subordinated notes and pay the fees and
expenses associated with the offering.

In June 2000, we secured a $30 million revolving credit
facility with a commercial bank. The facility was to expire
in June 2002, with an option, at the bank’s sole discretion,
to extend the facility for an additional period and is subject
to certain covenants, including the maintenance of certain
financial ratios. At June 30, 2601, we were in compliance
with the revolving credit facility covenants. As of june 30,
2001, we had no outstanding balances under this agree-
ment. Advances under the revolving credit facility bear
interest at LIBOR plus margin. At the beginning of the
third quarter, fiscal year 2002, we terminated this credit
facility and entered into a new facility as discussed below.

In connection with the acquisition of Micro Networks,
we entered into a new revolving credit and term locan
facility dated December 31, 2001, which will expire
December 31, 2004. The new facility enables us to draw
down $45.0 million under the term loan and $10.0 million
under the revolving credit facility. At our option, the
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interest rates under the term loan will be either (1) a base
rate, which is the higher of (i) a rate of interest
announced from time to time by the lenders’ administra-
tive agent as the base rate (“Base Rate”) or (ii) the sum of
0.5% per annum plus the federal funds rate or (2) London
Interbank Offer Rate (“LIBOR”) plus 1.75%. At our
option, the interest rates under the Revolving Credit
Loan, will be either (1) the Base Rate or (2) the LIBOR Rate
plus a pre-formulated margin. During the fiscal year 2002,
we paid down $3.0 million of the term loan. As of june 29,
2002, $42.0 million was outstanding on our term loan;
$13.5 million of this is classified current.
Senior debt consisted of the following (in thousands):

june 29, june 30,
Year Ended 2002 2001
Revoiving credit facility at
LIBOR plus 1.75 (3.625%
at june 29, 2002) $42,000 $ —
Capital lease obligations and other 258 709
$42,258 $709
Less current portion 13,744 429
Long-term debt,
less current portion $28,514 $280

Aggregate annual maturities of long-term debt as of
june 29, 2002 (in thousands):

2003 $13,744
2004 18,014
2005 10,500
2006 —
2007 —
2008 and beyond —

$42,258

Certain of our loan agreements require the mainte-
nance of specified financial ratios and impose financial
limitations as well as a restriction on paying dividends. At
june 29, 2002, we were in compliance with the covenants.

{12) Lease Obligations

We lease certain of our facilities under operating lease
agreements, some of which have renewal options.

Rental expense under operating lease agreements was
$3.4 million, $2.6 million and $2.5 million in 2002, 2007 and
2000, respectively.

Future minimum lease commitments under our operat-
ing leases are as follows as of June 29, 2002 (in thousands):

2003 $ 2,995
2004 2,828
2005 2,677
2006 2,706
2007 and after 6,829

$18,035




Sublease income under all operating lease agreements
was $1.1 million in fiscal year 2002 and $1.1 million in fiscal
years 2001 and 2000. Future amounts due under the sub-
leases are as follows as of June 29, 2002 (in thousands):

2003 $342
2004 200
2005 84
2006 —
2007 and after —

$626

(13) Fair Value of Financial Instruments

We have estimated the fair value of our financial
instruments using available market information and
appropriate methodologies. However, considerable
judgment is required in interpreting market data to
develop the estimates of fair value.

The following methods and assumptions were used to
estimate the fair value of each class of financial instruments:

Cash and cash equivalents, accounts receiv-
able and accounts payable—The carrying
amounts of these items approximate their fair
values at June 29, 2002 due to the short-term
maturities of these instruments.

Long-term debt—Interest rates that are cur-
rently available to us for issuance of debt with
similar terms and remaining maturities are used
to estimate fair value for debt issues for which
quoted market prices are not available. The carry-
ing value of this item is not materially different
from its fair value on June 29, 2002.

Interest rate swap agreement—In connection
with our bank agreement, on December 31, 2001

~ we entered into an 18-month interest rate swap
agreement with one of the same financial institu-
tions. The interest rate swap agreement essen-
tially enables us to manage the exposure to
fluctuations in interest rates on a portion of our
term loan. The fair value of this agreement was
not material at June 29, 2002.

(14) Income Taxes
The provision for income taxes consists of the following
(in thousands):

june 29, June 30, July 1,
Year Ended 2002 2001 2000
Current tax (benefit)
expense:
Federal $6984 $12,384 $ (742)
State 1,089 1,017 (86)
Foreign 500 656 142
Total current $ 8,573  $14,057 $ (686)
Deferred tax
expense (benefit):
Federal $(2,658) $ (909) $5,013
State (543) (20) (83)
Total deferred (3,201) (929) 4,930
Total income
tax expense $5,372  $13,128 $4,244
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The tax benefit allocated to the fiscal year 2000 extraor-
dinary charge was $10.3 million.
The tax effects of temporary differences that give rise
to significant portions of the deferred tax assets and
deferred tax liabilities are as follows (in thousands):

June 29, June 30, July 1,
Year Ended 2002 2001 2000
Deferred tax assets:
Accounts receivable allowances $ 284 § 433 $ 584
Inventory valuation 649 817 1,135
Disqualified disposition
exercises of options 502 1,010 1,515
Other compensation charges 287 117 188
Net state operating
loss carry forward 3,582 3,061 1,503
Capital loss carry forward 3,360 3,361 3,514
Depreciation 1,655 149 —
Accrued expenses and other 5,284 2,181 290
Gross deferred tax assets 15,603 11,129 8,729
Less: valuation allowance 6,942 6,422 5,071
Deferred tax asset 8,661 4,707 3,658
Deferred tax liabilities:
Depreciation — — 325
Intangibles 14,746 - -
Other —_ 854 409
Deferred tax liabilities 14,746 854 734
Net deferred tax asset $(6,085) $ 3,853 $2,924

In assessing the realizability of deferred tax assets,
management considers whether it is more likely than not
that some portion or all of the deferred tax assets will not
be realized. The ultimate realization of deferred tax
assets is deperdent upon the generation of future taxable
income during the periods in which temporary differ-
ences representing net future deductible amounts
become deductible.

Management considers the scheduled reversal of
deferred tax liabilities, projected future taxable income,
potential limitations with respect to the utilization of loss
carry forwards, and tax planning strategies in making this
assessment. Based upon the projections for future taxable
income over the periods which deferred tax assets are
deductible and the potential limitations of loss and credit:
carry forwards, management believes it is more likely
than not that we will realize these deductible differences,
net of existing valuation allowances (both federal and
state) at June 29, 2002. We periodically reassess and re-
evaluate the status of our recorded deferred tax assets.
We currently provide income taxes on the earnings of for-
eign subsidiaries to the extent those earnings are taxable
in the local jurisdictions. We do not currently calculate
deferred taxes on our investment in our Singapore oper-
ations, as all undistributed earnings are permanently rein-
vested back into the Singapore facility. If we were to
record deferred taxes on our investment, the amount
would be a $36.3 million liability as of june 29, 2002.



The actual tax expense differs from the “expected” tax
expense computed by applying the statutory Federal cor-
porate income tax rate of 35% in all fiscal years to income
before income taxes as follows (in thousands):

june 29, June 30, July 1,

Year Ended 2002 2001 2000
Earnings before income taxes

and extraordinary charge $43,150 $69,586 $35,614

Computed expected tax expense 15,103 24,355 12,465

State taxes (net of federal
income tax benefit) 353 662 9)

Effect of lower foreign tax rates (12,347)  (11,930) (8,411)

Utilization of capital
loss carryforwards — — -
Intangible amortization 1,759 64 82
Other 504 (23) "7
$ 5372 $13,128 $ 4244

The effect of lower foreign taxes is due to our
Singapore operation, which has been given pioneer sta-
tus, or exemption of taxes on non-passive income for five
vears. We have filed an extension for the pioneer status.

As of June 29, 2002, we have state operating loss carry
forwards of approximately $39.6 million expiring
through 2008. We also have a capital loss carry forward of
approximately $3.5 million expiring in 2003. We currently
provide income taxes on the earnings of foreign sub-
sidiaries to the extent those earnings are taxable or are
expected to be remitted in the local jurisdictions.

(15) Employee Benefit Plans

We have a bonus plan, which covers permanent full-
time employees with at least six months of service.
Bonuses under this plan are based on achieving specified
revenue and profit objectives and individuals meeting
specified performance objectives. Amounts charged to
expense for the plan were $2.9 million, $3.8 million and
$4.0 million in fiscal years 2002, 2001 and 2000, respectively.

We have a 401(k) employee savings plan, which pro-
vides for contributions to be held in trust by corporate
fiduciaries. Beginning in fiscal year 2000, employees were
permitted to contribute up to 18% of their annual com-
pensation. Under the plan, we make matching contribu-
tions equal to 150% of the first 1% contributed, 125% of
the second 1% contributed, 100% of the third 1% con-
tributed, 75% of the fourth 1% contributed and 50% of
the next 2% up to a maximum of 6 % of annual compen-
sation, subject to IRS limits. The matching amounts con-
tributed and charged to expense were $0.9 million in
fiscal year 2002, $0.8 million in fiscal year 2001, and $0.6
million in fiscal year 2000.

The 2000 Employee Stock Purchase Plan, or the “ Stock
Purchase Plan,” was adopted by our board of directors
and our shareholders prior to the completion of the ini-
tial public offering. The Stock Purchase Plan provides
employees with a convenient means of purchasing
shares of our common stock through payroll deductions
or lump sum cash payments. The Stock Purchase Plan
also provides an incentive to participate by permitting
purchases at a discounted price of 85% of fair market
value. We believe that ownership of stock by employees
will foster greater employee interest in the success,
growth and development of our Company. This plan was
implemented in the first quarter of fiscal year 2007. As of
june 29, 2002, 0.1 million shares were issued through the
stock purchase plan.

(16) Stock Option Plans

The 1999 Stock Option Plan (“the 1999 Plan”) was
approved, ratified and adopted on May 11, 1999. These
options vest over four years and expire on May 11, 2009.

Our 2000 lLong-Term Equity Incentive Plan was
approved, ratified and adopted in May 2000. These
options vest over four years.

Effective with the pricing for the initial public offering,
all common L shares converted to common shares at a
conversion ratio of 1.78-to-1.

Stock option transactions during fiscal years 2000, 2001
and 2002 are summarized as follows (in thousands,
except price per share):

Options Available

For Grant Under

Options Weighted Average

1999 Plans The Plans Outstanding Exercise Price

Common A Share:

Balance July 3, 1999 789 10,281 $0.54
Granted (864) 864 1.14
Conversion from L shares — 408 117
Exercised — (2,116) 0.026
Terminated 618 (618) 1.06
Conversion to common shares (543) (8,819) 0.74

Balance July 1, 2000 — — $ —




1999 Plans

Options Available
For Grant Under
The Plans

Options
Outstanding

Weighted Average

Exercise Price

Common L Share:

Balance july 3, 1999 — 232 $2.12
Shares reserved — — —
Granted — — _
Exercised — (3) —
Terminated — — —
Conversion to A share — (229) 2.12

Balance July 1, 2000 — — $ —

Options Available
For Grant Under Options Weighted Average

1999 & 2000 Plans The Plans Outstanding Exercise Price

Common Share:

Balance July 3, 1999 — — $ -
Shares reserved 6,400 — -
Granted — — -
Exercised — — -
Terminated — - —
Conversion of A shares 543 8,819 0.74

Balance Juiy 1, 2000 6,943 8,819 $ 0.74
Shares reserved — — —
Granted (1,036) 1,036 15.05
Exercised — (1,808) 0.69
Terminated 727 (727) 1.53
Cancelled shares (1,228) — —

Balance june 30, 2001 5,406 7,320 $ 270
Shares reserved — — —
Granted (4,239) 4,239 18.71
Exercised — (1,659) 1.17
Terminated 292 (292) 3.59
Cancelled shares (153) - —

Balance June 29, 2002 1,306 9,608 $ 9.85

As of june 29, 2002, options for 2.9 million shares were exercisable at exercise prices ranging from $0.1299 to $20.00
at an aggregate exercise price of $5.0 million. Income tax benefits attributable to non-qualified stock options exercised
and disqualifying dispositions of incentive stock options are credited to equity when such options are exercised.

Options Outstanding Options Exercisable

Outstanding Weighted Average Exercisable
Range of as of Remaining Weighted Average as of Weighted Average

Exercise Price 6/29/2002 Contractual Life Exercise Price 6/29/2002 Exercise Price
$ 0.00-$ 2.61 4,567,616 7.0 $0.77 2,662,382 $ 0.77
$10.44-$13.05 545,838 8.8 11.63 70,096 11.06
$13.06-$15.66 46,875 8.7 14.84 5,000 15.13
$15.67-$18.27 1,650,750 8.9 17.49 101,000 17.18
$18.28-$20.88 2,464,600 9.8 19.48 18,750 19.56
$20.89-$23.49 313,800 9.6 2147 — —
$23.50-$26.10 18,000 9.5 24.22 — —

9,607,479 8.2 $ 9.85 2,857,228 $ 1.76
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We apply APB 25 and related interpretations in
accounting for stock option plans. Had compensation
cost been recognized consistent with SFAS No. 123, our
consolidated net earnings and earnings per share for
each fiscal year would have been as follows (in thousands
except per share data):

Year Ended 2002 2001 2000
Net income
As reported $37,778  $56,458 $14,732
Pro forma $12,781 $52,976  $13,448
Income per diluted share
As reported $0.54 $0.81 $0.30
Pro forma $0.18 $0.76 $0.27

The following assumptions were used to determine the
fair value of stock options granted using the Black-Scholes
option-pricing model:

Year Ended 2002 2001 2000
Dividend vield 0% 0% 0%
Expected volatility 92% 104% 122%
Average expected
option life 5years 5years 5 years
Risk-free interest rate 3.8% 5.1% 7.6 %
The per share weighed-average fair value of stock
options issued is as follows:
Year Ended 2002 2001 2000
Option Price = FMV $19.01  $11.83 § 0.61
Option Price > FMV $ — $ — $ 0.57
Option Price < FMV $12.61 $ — $12.59

During fiscal year 2002 and 2000, approximately 0.2 mil-
lion shares and 0.3 million shares were issued below fair
market value respectively. We are currently amortizing
the deferred compensation charge over the four-year
vesting period of these options. Amortization for fiscal
year 2002 was $1.4 million, fiscal year 2001 was $1.0 million
and fiscal year 2000 was $0.2 million.

(17) Earnings Per Share
The calculations of earnings per share (EPS) follows (in
thousands except per share amounts):

june 29, June 30, July 1,
Fiscal Years Ended 2002 2001 2000
Numerator:
Income before
extraordinary items $37,778 $56,458 $31,370
Loss from extraordinary items — — (16,638)
Net income $37,778 $56,458 $ 14,732
Denominator:
Weighted average shares used
for basic income per share 66,500 64,837 39,843
Common stock options 3,692 4,736 10,028
Weighted average shares
outstanding used
for diluted income
per share 70,192 69,573 49,871
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(18) Stockhoiders’ Equity

In September, we announced a repurchase program,
which authorized the purchase, from time to time, of 2.0
million shares of our common stock on the market. As
of June 29, 2002, we had purchased 655,000 shares for
$7.8 million.

Prior to the initial public offering, we had three classes
of common stock, designated as Class A common stock,
Class B common stock and Class L common stock. The
Class A common stock entitled the holder of one vote
per share on all matters to be voted upon by shareholders.
The Class B common stock and Class L common stock
were non-voting. The Class L common stock was identical
to the Class A common stock and Class B common stock
except that the Class L common stock was entitled pref-
erence over the Class A common stock and the Class B
common stock, with respect to any distribution to holders
of our capital common stock, equal to the original cost of
such share ($18.00) plus an amount which accrued at a
rate of 9% per annum, compounded quarterly.

As aresult of our initial public offering in May 2000, our
articles of incorporation were amended to provide that:

e Each share of the Series A preferred stock was
converted into shares of Class A common stock and
Class L common stock.

¢ Each share of outstanding Class A common stock and
Ciass B common stock was reclassified into a single
class of common stock on a share-for-share basis, and

¢ Fach share of outstanding Class L common stock was
reclassified into one share of common stock plus an
additional number of shares of common stock deter-
mined by dividing the Preference Amount by the value
of a share of common stock based on the initial public
offering price.

Each outstanding share of common stock is entitied to
one vote on all matters submitted to a vote of sharehold-
ers. There is no cumulative voting. Except as otherwise
required by law or the restated certificate, the holders of
common stock vote together as a single class on all mat-
ters submitted to a vote of shareholders.

(19) Business Segment and Geographic information
Revenue and long-lived assets by our geographic
locations are as follows:

Revenue by Geographic Location 2002 2001 2000
North America $ 41,406 $ 61,325 $ 52,990
Asia-Pacific 68,022 68,618 47,250
Europe 25,541 8,481 6,250
Taiwan 47,685 49,874 59,031

$182,654 $188,298  $165,521
Long-Lived Assets 2002 2001 2000
United States $ 16,014 $ 8711 % 10,410
Singapore 3,075 3,313 3,508
Europe 8 2 -
Elimination of Intercompany (773) (811) (860)

$ 18,324 $ 11,215 % 13,058




(20) Related Party Transactions

Michael A. Krupka, David Dominik and Prescott Ashe,
all of whom are directors of the Company, are members
or general partners of certain investment funds associ-
ated with Bain Capital, LLC. Certain of these Bain Capital
Investment funds are also shareholders of ChipPAC, Inc,,
one of our production vendors. Our orders to ChipPAC
totaled approximately $1.0 million for fiscal year 2002,
$6.0 million for fiscal year 2001 and $3.5 million in fiscal
year 2000 and were on market terms.

in fiscal year 2001, we entered into an Investment and
Stock Trade Agreement (the “Agreement”) with Maxtek
Technology Co. Ltd (“Maxtek”), an overseas distributor in
Taiwan. We invested $4.0 million and own approximately
10% of Maxtek. The Agreement states that if Maxtek fails
to successfully complete a public offering by December 5,
2005, we, at our sole option, have the right to demand
immediate repurchase of all 4.0 million shares, at the
original purchase price plus accrued annual interest
(commercial rate set by the Central Bank of China) dur-
ing the said period. Maxtek, our overseas distributor for
our PC business in Taiwan, represented approximately
19% of our sales for fiscal year 2002, and 13% in the prior
year period. Additionally, sales to Maxtech Corporation
Limited (“Maxtech”), an entity which is commonly con-
trolled by the owners’ of Maxtek representing business
into Hong Kong and China, were 18% of our sales in fis-
cal year 2002 and 10% in the prior year period. These
international distributors sell to approximately 140 OEM
end customers, and their percentage of revenue will fluc-
tuate depending upon our revenues to PC clocks to the
Far East.

In connection with the recapitalization, we entered
into an advisory agreement with each of Bain Capital, LLC
and Bear Stearns pursuant to which they agreed to pro-
vide financial advisory and consulting services. Each
advisory agreement includes customary indemnifica-
tion provisions in favor of each of Bain Capital, LLC and

(22) Quarterly Data (Unaudited)

june 30, 2001 (except for EPS):

Quarter Ended

Bear Stearns. During fiscal year 2000, not including the
fees paid in connection with the initial public offering,
we paid Bain Capital, LLC and Bear Stearns $0.7 million
and $0.2 million, respectively.

(21) Litigation

On March 28, 2001, Cypress Semiconductor Corporation.
(“Cypress”), filed a patent infringement lawsuit ir
Delaware federal court against us (“Delaware Lawsuit”).
On April 4, 2001, we filed a patent infringement lawsuit in
California feceral court against Cypress (“California
Lawsuit”). On July 20, 2001, Cypress filed a complaint with
the International Trade Commission (“ITC"), against us
for infringement of one patent, and on November 5, 2001,
we filed a complaint with the ITC against Cypress for
infringement of two patents (collectively, “ITC Actions”).
After we filed the second Motion for Summary
Determination in the ITC Actions, which were consoli-
dated, we and Cypress resolved all litigation between our-
selves. We have accrued the costs of this settiement as of
June 29, 2002. On August 15, 2002, the Delaware Lawsuit
was dismissed with prejudice. On August 23, 2002, the
California Lawsuit was dismissed with prejudice. On o-
about August 26, 2002, the Judge in the !TC Actions
granted the Joint Motion to Terminate the Investigation.
As of the date of the filing of this annual report, we are no
longer engaged in any litigation with Cypress.

In addition to the foregoing, from time to time, various
inquiries, potential claims and charges and litigation (col-
lectively “claims”) are made, asserted or commenced by
or against us, principally arising from or related to con-
tractual relations and possible patent infringement. We
believe that any such claims currently pending, and the
other litigation matters discussed above, individually and
in the aggregate, have been adequately reserved and will
not have any material adverse effect on our consolidated
financial position or results of operations, although no
assurance can be made in this regard.

The following is a summary of the unaudited quarterly results of operations for the years ended June 29, 2002 and

Quarter Ended

Sept.29, Dec.29, March30, June29, Sept.30, Dec.30, March31, Jjune 30,
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2001 2001 2002 2002 2000 2000 2001 2001
Revenue $35,707  $38,560 $53,262 $55,125 $51,351 $56,484 $45,320  $35,143
Cost of sales 15,146 16,014 23,200 21,944 19,469 21,362 17,109 14,057
Research and development 6,648 5,846 8,083 8,662 7,140 7,503 7,237 6,421
Operating income 9,465 11,174 7,965 12,454 18,566 23,260 14,481 9,887
Net income 8,865 10,134 7,047 11,732 15,551 18,882 12,995 9,030
Diluted EPS $ 013 § 015 $ 0.10 $ 017 $ 022 $ 027 $ 019 $ 0.13
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